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PAPUA NEW GUINEA 


SUMMARY 


The. economic news for Papua New Guinea this year has been 
dominated by the high prices of coffee and cocoa which 
have caused a 6% exchange rate appreciation of the Kina 
against the US dollar, and have increased foreign exchange 
reserves by 104% to US $431 million. It is also possible 
that the resultant increase in the money supply will 
create some inflationary problems in the forthcoming year. 


Australian aid is currently A$200 million/yr but will rise 
next year to A$215 million. The World Bank, Asian Develop- 
ment Bank, and the EEC are all now contributing aid to Papua 
New Guinea. 


After considerable activity in late 1976 there has been 
little new foreign investment this year. Progress on already 
existing projects has continued however. 


Domestic investment has been depressed, especially in planta- 
tion agriculture. High wages and an appreciating exchange 
rate have hurt as has uncertainty as to government plans for 
localization of plantation ownership. 


Considerable opportunities remain for United States investors, 
especially in government priority areas of forestry, mining, 
and plantation rice and sugar. The Government of Papua New 
Guinea has already done preparatory studies on many of these 
projects. Export opportunities for U.S. firms also remain 
good, especially in machinery (all types), forestry and re- 
frigeration equipment, and consumer goods. The Embassy would 
like to see an American trading company locate in Papua New 
Guinea. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production: 


The Papua New Guinea economy is really two separate 
entities: a subsistence economy and a market economy. 
The subsistence sector has remained fairly stable in 
absolute terms over the past several years, but has de- 
clined in importance relative to the market sector. In 
fiscal year 1970-71 the subsistence economy was 22% of 
measured national output, while in fiscal year 1975-76 
it was only 16%. 


The market side of the economy is highly sensitive to 
events outside of its control--commodity prices--and to 
political decisions of aid-giving countries (mainly Aust- 
ralia). In 1975-76, exports totaled almost 49% of market 
gross domestic product. Transfers of foreign revenue, 
both current and capital, to the government totaled 

K185 million (roughly US$240 million), or almost 22% of 
market GDP. 


The relative importance of the various commodity exports 
can be seen in Table II. It should be noted that agricult- 
ural exports are not traditionally dominated by any comm- 
odity--a situation which helps stabilize aggregate rural 
incomes. 





TABLE I - KEY ECONOMIC INDICATORS - PAPUA NEW GUINEA 
All values in million Kina Exchange Rates: K1.00 = (12/74) $1.30 
unless otherwise specified (12/75) Passa? (12/76) $1.233 (11/77) $1.30 


A (FY75) B (FY76) C (FY77) D % Change 
Fiscal years: July 1 June 30 from BtocC 
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FOOTNOTES : 
(a) 


It is Fficult to put much meaning to the changes in these figures since a currency 
change |] sn taking place. Prior to 1976 money supply figures include holdings 


of Australian currency. Starting in 1976 money supply figures are for Kina holdings 


mly, but the large increases may have come from further conversion of Australian 


dollars into Kina. The dual currency system only ended in PNG on Dec. 31, 1975. 
Current and capital accounts 
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u 
Share of exports or imports of merchandise only (FOB) 
Share for first nine months FY76. 

Not available 





TABLE If 


Percent of Market GDP 


1974/75 1975/76 1976/77 (a) 


COPPER CONCENTRATE 
COFFEE 

COCOA 

COPRA 

COPRA OIL 
TIMBER/PLYWOOD 
PALM OIL 

TEA 


RUBBER 


Exchange Rates: Ki.00 = (22774) $1.49; LESS TS) S12. 335 
Ci2/'76) $4.53 CLS 77) $1.30 


(a) Rough estimates made by Embassy. 


In general the past year has been a good one for Papua New 
Guinea. Though copper prices remain low, the price of gold 
has remained high, and the prices for coffee and cocoa have 
risen sharply leading to a substantial increase in revenues 
(see Table III). 


Bougainville Copper continues to maintain its production and 
is helped considerably by its ore's high gold content which 
now accounts for roughly one-third of the mine's revenue. 





TABLE III - AGRICULTURAL PRODUCTION AND EXPORTS - MAJOR COMMODITIES 


Source: Dept. of Quantity expressed in thousands of metric tonnes 
Primary Industries Values expressed in millions of Kina 


iin 1974-75 1975-76 1976-77 Sept.Qtr.'76 Sept.Qtr.'77 


July/June Tons Value Tons Value Tons Value 


COCOA 
Exported 


COFFEE 
Exported 


COPRA 
Exported 


COPRA OIL 
Exported 


RUBBER 
Exported 


PALM OIL 
Exported 


PALM KERNELS 
Exported 


TEA 
Exported 4.5 4.9 ° 8.0 1.6 


viisicislalsciemtanasiaineitlsaceiitnssnlalnitaiailinducniaieic tale siaasee imi 


Exchange Rates: K1.00 = (12/74) $1.49; (12/75) 51.33% (12/76) 
$1.23; (11/77) $1.30 





Despite high prices, production of cocoa and coffee has 
fallen. Coffee may have fallen by as much as 25% in this 
coffee year of September-October. The fall in coffee 
production is generally attributed to a prolonged rainy 
season and to a natural decline expected after two bumper 
crops. However, private industry sources expect this de- 
cline to continue due to the poor agricultural practices 

of the small coffee producers (who produce 70% of the crop) 
and a reported lack of new planting. This lack of planting 
is disputed by the Department of Primary Industry whose 
rural extension workers report the opposite. It is possible 
that this discrepancy may be caused by planting in non- 
traditional areas out of sight of the main coffee buyers or 
exporters. 


The falling cocoa production has been attributed to the re- 
luctance of expatriate plantation owners to reinvest given 
the uncertainty of Government plans to force localization 
of cocoa plantation ownership. 


Copra production has risen in a traditional supply response 
to higher prices. However, plantings of coconut trees are 
at a standstill due to the reluctance of expatriate plant- 
ation owners to make long-term investments. (It takes 7 
years to bring a coconut palm into production). Also, the 
Department of Primary Industries is not at present encourag- 


ing small-holders to increase plantings of coconut palms 
since it intends to introduce a new hybrid palm in the next 
two years. 


Tea production has risen slightly as the government continues 
to attempt to diversify the agricultural base. The rubber 
industry remains at a standstill with new production and 
investment discouraged by high wage costs. 


Forest products should be a growth industry in Papua New 
Guinea but new investment has been discouraged by low world 
prices and restrictive government conditions. There is, 
however, considerable pressure for a relaxation of the con- 
ditions and the government is considering such a move. 
Should world prices rise and the government provide more in- 
centives, the timber industry could boom in the next two to 
three years. 





Prices: 


Papua New Guinea has followed a hard currency policy which 
has paid off in both stable prices and an appreciating ex- 
change rate. Nevertheless the high coffee price of the 
past year has caused a considerable increase in money in 
the hands of the public. Ml rose 36 percent between June 
1976 and June 1977. M2 rose 69 percent. The government 
has attempted to control prices increases by exchange rate 
appreciation, but still seems likely there will be a sub- 
stantial increase in the rates of inflation in the forth- 
coming year. 


The Budget: 


Papua New Guinea is undergoing a change from a July-June 
fiscal year to a new year of January-December. As a re- 
sult the current transistional budget is for the six 

month period June 30 - December 31, 1977. The budget calls 
for expenditure of US$314 million, a three percent increase 
in real expenditure. 


The budget will be partially financed by a $25 million loan 
from a consortium headed by the Bank of America. The 
government had ample foreign reserves to finance the budget, 
but preferred borrowing in order to establish a good credit 
rating. This goal will probably motivate further borrowing 

in the future. In general the government seems to have 
brought its financial house in reasonable order. Public 
employment remained at a virtual standstill in FY76/77 and 

a slight decrease is planned for the current half year budget. 


The FY 78 budget will be announced in January and is also 
likely to be a transitional one as the new Finance Minister 
and government begin to find their way. However FY 78 will 
see the introduction of the first four year national expend- 
iture plan. 


Wages: 


The government-set minimum wage for urban workers in the 
larger cities is K28.46 (US$37.12) and K23.29 (US$30.37) in 
the smaller towns. Agricultural workers receive a minimum 
wage of K10.23 (US$13.34). These wages are quite high for a 
country of PNG's state of development and apparently have 
caused an excess supply of labor in the cities and some rural 
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areas. The high wages also seriously hurt the competi- 
tiveness of most plantation industries, especially rubber, 
tea and timber. 


The government and the Public Service Commission have 
agreed to a wage agreement that will freeze public service 
wages at their current levels except for a 100% cost of 
living adjustment. 


This September 1977 agreement will last for three years. 

A similar agreement has now been decided in arbitration by 
the Minimum Wages Board for the private sector. The Mini- 
mum Wages Board criticized the government public service 
agreement as being unjustifiably optimistic in light of 
current economic conditions but felt constrained to follow 
the same general formula in the interests of industrial 
harmony. High wages in the public service have caused 
considerable problems for the private sector, as newly 
trained employees leave that sector for government employ- 
ment. This problem is expected to continue for the next 
few years. 


Foreign Aid: 


Papua New Guinea continues to attract considerable foreign 
aid. For the period July-June 1977/78, Australia is provid- 
ing A$200 million (US$225 million) to Papua New Guinea. In 
1978-79 this will rise to A$215 (US$242 million). Still to 
be determined is the aid for the following two years but 
such aid will be a minimum of A$180 million (US$203 million) 
per year. This aid is of crucial importance to the country's 
economic health and especially to the provision of public 
services. Much of the tax revenue from the major projects 
over the next few years will have to be used to replace this 
aid if this agreement is not renewed. 


In October the Government of Papua New Guinea and the 
European Economic Community announced an aid package totaling 
US$11.8 million. Consultancy and feasibility studies for 
this group of projects will be limited to EEC firms. Stiil 
to be decided is whether tenders on equipment will be open 

to all countries or only those of the EEC. 


The Asian Development Bank, (ADB) has provided a loan of 
US$8 million for the multipurpose East Sepik development pro- 
jects and an additional US$4 million loan for an education 
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project. Purchase of equipment for these projects start- 
ed in November 1977. The ADB has also approved a 2.7 
million-dollar scheme for minihydroelectric power develop- 
ment and is expected to approve a 15 million-dollar 
project for improvements of the Highlands highway. No 
tenders on these projects have been issued. 


The World Bank has agreed to contribute US$12 million to 
the Higaturu oil palm project. Disbursements on this 
project have just begun. 


Foreign Investment and Trades: 


After a period of activity in fall of 1976, 1977 has been 
a comparatively quiet year for foreign investment. 


Work has continued on the feasibility studies for the OK 
Tedi Copper Project. Partners in the consortium are 
Broken Hill Pty. Ltd., Amoco and Kupferexplorationsgess- 
ellschaft MBH. Reports now indicate that the ore body is 
250 million tons with a copper ore content of .85%. An 
over-burden with a high gold content may make the project 
feasible. The cost of investment is now estimated to be 
over $700 million. The consortium is expected to meet in 
March on 1978 to review feasibility studies and make a 
tentative decision on proceeding with the project. No 
formal decision need be made before May 1979. 


The consortium of firms involved in the Frieda River pro- 
ject have also continued negotiations with the government. 
Recent exploration has indicated there may be as much as 
700 million tons of ore. It will still be several years, 
however, before the economic viability of the project is 
determined. 


ESSO's first well in the Gulf of Papua was dry and ESSO 
now plans to spend another US$10 million to drill a second 
well in the swamp between the Gulf and Western Provinces. 
Prospects for the well's success do not seem encouraging, 
however. Gulf Oil is now planning to explore for oil in 
the Southern Highlands, and Cities Service is starting a 
preliminary search for copper in the Northern and Central 
provinces. 


Starkist plans to expand its operations and build a cannery 
in partnership with the government on Manus. Negotiations 





are reportedly near completion. 


The Embassy continues to receive frequent visits from U.S. 
bankers. U.S. banks reportedly lent as much as $50 
million for foreign exchange to cover the coffee crop in 
the past year. In addition, the Bank of America has 
organized a consortium to loan $25 million to the govern- 
ment for its current budget. Embassy discussions with 
visiting U.S. businessmen suggest that the emphasis of 
their questions about new projects is directed towards 
economic considerations. Two years ago such questions were 
directed towards the country's political stability. 


In November of 1976 the governments of PNG and Australia 
signed a long-term commercial agreement. Australia is to 
accord duty-free entry to PNG goods - both primary and 
manufactured - on all but a few highly sensitive items. 
PNG's only obligation is to give most-favored-nation rights 
to Australia. The treaty opens the way for Papua New Guinea 
to become a low-cost assembly area for manufactured goods to 
be exported to Australia duty-free. The only hitch is that 
at least 50 percent of the value of the final goods must 
come from Papua New Guinea or Australia. 


Implications for the United States 


U.S. Investment: 


A more or less complete listing of investment opportunities 
can be found in the National Investment Development Author- 
ity's Third National Investment and Priorities Schedule 
printed in 1977. A new schedule is expected to be published 
in March 1978. 


Among other activities where foreign investment is actively 
being sought are a copper site at Yandera, gold exploration 
on the island of Misima, and chromite exploration in Milne 

Bay. 


Firms interested in timber investments have a large number 

of major projects, ranging from the Vanimo timber rights 
purchase area--with an estimated 14 million m f logs suit- 
able for sawn timber or veneer and 20 million m of pulp 
wood--to the Sagarai-Gadaisu timber rights purchase area with 
2.5 million m for pulp-wood. 


In fishing there is still considerable room for expansion of 
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of the tuna industry and the government is interested in 
the development of in-shore fishing, including prawn, reef 
fish, crayfish and lobsters. 


In agriculture there are considerable opportunities for 
foreign investment. At least two nuclear oil palm es- 
tates are available. The government is interested in 
investment in rice and sugar. At the moment current 

annual sugar imports are 23,000 tons and are growing at an 
estimated rate of 3% per annum. The government has several 
sites suitable for both sugar and rice plantations and is 
interested in proposals. 


In general the government characterizes its attitude toward 
foreign investment as being “tough but fair." As evidence 
they point to the fact that, while several companies have 
refused to participate in various projects citing tough 
government conditions, the government has been able to find 
other firms willing to take their place under the same 
conditions. 


In the Embassy's view the government's attitude toward 
foreign investment may be described as very positive. They 
understand and accept the firms' desire to make a profit, 
but at the same time they are willing to negotiate hard to 
obtain the best deal possible. Individuals interested in 
investing in Papua New Guinea should contact the National 
Investment and Development Authority, P.O. Box 5053, 
Boroko, Papua New Guinea. The Embassy has also written a 
report on investment in Papua New Guinea. It may be obtain- 
ed from either the Department of State or Commerce, or the 
Embassy. 


United States Exports to Papua New Guinea: 


The United States in presently number three after Australia 
and Japan in sales to Papua New Guinea. Even so, this only 
amounts to US$30 million or 7% of the market. Machinery of 
all types is the major export. The volume of such equip- 
ment varies greatly depending principally on the number and 
type of major develcpment projects underway. 


There seems to be considerable potential for increasing U.S. 
exports. Areas of likely opportunity include consumer goods, 
food, and refrigeration and forestry equipment. 
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The United States only supplies a small part of the 
consumer goods presently imported into Papua New Guinea. 
Imports of manufactured goods in general totaled 38 
million kina (US$46.7 million) in FY1974. Most of these 
were consumer goods. Goods cheap in price and quality 
come from Singapore, Hong Kong, Taiwan and the People's 
Republic of China. Better quality goods generally come 
from Australia. It is in this market of higher quality 
goods that the U.S. has a great potential for expansion. 
Australian prices are very high, usually twice the U.S. 
retail price. Individuals with access to U.S. mail order 
catalogs rely on them extensively. There seems to be the 
potential for small but not insignificant exports of better 
quality U.S. clothing to Papua New Guinea. So far this 
market is untapped. 


At present the forestry industry uses mostly Japanese equip- 
ment. Such equipment has not proved very satisfactory, as 
its maintenance and operation appears too complex for the 
local conditions. The few individuals in the country with 
knowledge of U.S. equipment indicate that it should work 
well in Papua New Guinea. If U.S. equipment could prove 
itself it should be a natural candidate for use in the many 
large timber projects when and if they commence operation. 


Papua New Guinea is also attempting to develop its fishing 


industry and this will require considerable refrigeration 
equipment. Local refrigeration firms are very interested 
in U.S. equipment. 


Papua New Guinea has three large trading companies which 
control significant segments of the local markets in 
machinery, plantations, shipping and department stores. U.S. 
firms may wish to contact the following two in Papua New 
Guinea. 


Steamships Trading Co. Ltd. 
P06. Box L 
Port Moresby, Papua New Guinea 


W.R. Carpenters (PNG) Ltd. 
P20... BOX 704 
Port Moresby, Papua New Guinea 


Burns Philp has a U.S. office to contact: 





Mr. Murray 

Burns Philp Assoc. San Francisco 
230 California Street 

San Francisco, Calif. 


Exporters to Papua New Guinea should be aware that Farrell 
Lines now has direct shipment from the U.S. west coast to 
Lae. The price is supposed to be roughly the same as 
Sydney to Lae. Goods to Port Moresby may be transshipped 
from Lae. This service should save considerable time and 
money in shipping. 


The government is one of the biggest customers in Papua 
New Guinea with foreign tenders amounting to tens of mil- 
lions of dollars per year. Competing for such tenders 
poses a problem for U.S. firms. Generally the tender per- 
iod is short--only 45 days--and local agents often have 
the ability to influence the tender's specifications. 

Most contracts are still won by Australian firms but Brit- 
ish trading firms specializing in this market have made 
substantial inroads. An American trading company doing 
the same could be very successful. 


Information on tenders may be obtained from the Division 

of Supply, P.O. Box 4108, Badili, Papua New Guinea, and 
from the Division of Supply office in Sydney, GPO Box 4201, 
225-233 Clarence Street, Sydney, New South Wales 20011, 
Australia, phone 295151, Telex AA20263. The office in 
Sydney is the best place to obtain information on tenders 
directed to foreign supplies. American firms should be 
warned, however, that Papua New Guinea businessmen prefer 
to deal with U.S. companies directly and resent being 
directed to U.S./Australian subsidiaries. The Embassy notes 
that some American firms have recently decided to honor this 
preference. 
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